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EDITORIAL DEPARTMENT NOTE 


We are always interested in what the other fellow is doing. 
Every subject becomes more interesting as we progress from 
the statement of general principles to the application of these 
principles to a specific situation. Articles dealing with such 
specific applications, often called case studies or case histories, 
have appeared frequently in the N. A. C. A. Bulletin. Many 
of these articles have dealt with the application of standard 
cost principles. But we feel no hesitancy in presenting in this 
issue of the Bulletin another case study dealing with stand- 
ard costs, for we feel that our readers will find the present 
exposition by George N. Benoit, of our Springfield Chapter, 
both interesting and instructive. Mr. Benoit was educated at 
Northeastern University and holds the B. C. S. degree from 
that institution. For eight years after his graduation he was 
employed as an industrial accountant by the Fisk Rubber Co. 
Next followed a year of public accounting, and three years 
on the pens staff of the Westinghouse Electric & Manu- 
facturing Co. For the last ten years Mr. Benoit has been 
Supervisor of the Cost Department, of Gilbert and Barker 
Manufacturing Co., West Springfield, Mass. He is at present 
Director of Employment for our Springfield Chapter. 

The second article in this issue also deals with standard costs. 
It is a presentation of the advantage and disadvantages of 
current or ideal standard costs as compared with basic standard 
costs. The author of this article is Francis I. Heinen, whose 
education in the field of accounting has been gained through 
eight years of private tutoring, extension and summer school 
work. Beginning college with the idea of preparing for the pro- 
fession of dentistry, Mr. Heinen entered the newspaper field to 
gain resources to continue his education. A chance association 
with a successful practitioner of public accounting led to an in- 
terest in newspaper accounting. His interest in this field has 
continued, and he is at present Auditor of the Freeport Journal- 
Standard Publishing Co. of Freeport, Ill. Mr. Heinen is at 
present Director of Program for our Rockford Chapter. 
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SETTING STANDARD COSTS IN A METAL-WORKING 
PLANT 


By George N. Benoit, Supervisor, Cost Department, 
Gilbert & Barker Manufacturing Co., West Springfield, Mass. 


7 standard cost system, parts of which are about to be de- 

scribed, is used in a plant whose manufacturing and assembly 
problems are similar to those of an automobile company, but the 
accounting and control problem is complicated by three separate 
factors : 

1. The fact that we make five distinct lines of products, one 
of which consists of many different specialties. 

2. An annual change of models in two of the lines. 

3. The fact that, although we are geared up for mass produc- 
tion, quite frequently, even in the production of our standard lines, 
we have to accept the grief that goes with job shop methods. 

I will spend no time preaching the gospel of standard costs 
because by this time the advantages of standard costs are already 
well established in the minds of nearly every member of the Asso- 
ciation. My subject also will not include standard costs as applied 
to distribution expenses or the projection of variations in profits 
or losses. I also believe you would be more interested in the how 
of our standard costs rather than the why. I have, therefore, de- 
veloped a specific standard cost with a set of hypothetical figures 
and will build my article around that standard factory cost. 


What We Expect of Standard Costs 


In general we expect the same results from our standard costs 
as other companies who use them. We expect our standards to: 

1. Provide the information with which selling prices are com- 
pared. 

2. Provide inventory values. 

3. Provide the management with a method of measuring and 
controlling factory and sales operating efficiency. 

In order to accomplish these purposes the cost department has 
the following functions: 
1. Making preliminary cost estimates. 
2. Establishing standard costs, new and revised. 
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3. Making special cost comparisons and analyses. 

4. Preparing information for selling prices of new equipment, 
repair parts, special apparatus and castings, and sometimes estab- 
lishing selling prices subject to approval of the management. 

5. Preparing vouchers to account for changes in inventory ac- 
counts resulting from changes in standard costs and estimated 
cost of sales. 

6. Maintaining complete selling price records. 

Our cost department has other duties, including pricing cus- 
tomers’ orders, checking of billing, and pricing all inventory ins 
and outs; but, as they are not strictly of a cost department nature 
and usually are performed in other divisions, I will not touch upon 
them further. 


The Product Described 


Just a word about the product whose cost we are discussing. 
If you refuel your car at a modern service station equipped to com- 
ply with the most rigid rules of both the Underwriters’ Labora- 
tories and Sealers of Weights and Measures and if the equipment 
is of the most modern type, the gasoline is dispensed through an 
electric computing meter pump. The general specifications of the 
machine might be listed as follows: 


Rotary pump with in-built filter, of non-corrosive internal parts, 
driven by an explosion-proof 4% to % horse power motor. 

Displacement piston type meter. with a computing mechanism 
which registers the price per gallon, the gallons delivered and the 
value in dollars and cents of the sale. ’ 

A mechanism which separates air from the gasoline. 

A device to indicate that the gasoline is flowing from the meter 
through the hose to your car. 

Necessary piping, electric and operating devices. 

A chassis with housing which we think is beautiful. 


Certain customers, particularly in the foreign field, require an 
auxiliary hand attachment to provide for the possible failure of 
the electric current. Because this hand attachment has few but 
varied parts, I have chosen it as our sample standard cost. 

Exhibit 1 at the end of this article is a photograph of a blue- 
print for R-4093, hand drive support and pulley assembly. This 
not only will give you an idea of how the apparatus looks but it 
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also shows the general design and exact location of the parts whose 
costs, with two exceptions, will be shown in detail. In addition 
to the drawing of the assembly R-4093, its component parts are 
illustrated on individual drawings and listed on a bill of material. 
This is, of course, simply standard practice as carried out in most 
modern mechanical plants today. 


Foundry Costs 


Some time ago we were asked by the Gray Iron Founders’ So- 
ciety if we had installed the Uniform Cost and Estimating Sys- 
tem as recommended by that Society and if not, why not. Part 
of our answer might have been as follows: “We have not in- 
stalled the Uniform Cost and Estimating System because we be- 
lieve that our Standard Unit Cost System combined with an actual 
lot-order cost system, both of which we have operated for several 
years, supply the same information as would the Uniform System, 
but more promptly and accurately.” 

We believe that Exhibit 2 might serve as a valuable bit of evi- 
dence to support our contention, It is a foundry unit standard cost 
of N-7551-X, hand drive pulley. 

The material cost of the casting, which is the cost of the poured 
metal, is the product of its weight and the standard cost per pound 
of the poured mixture from which it is made. How this standard 
cost per pound is arrived at is quite a subject in itself and time 
will not permit of our going into it. In this case, it happens to 
be $.017 per pound. The standard weight, 7 pounds multiplied 
by $.017 gives a standard unit material cost of the casting of $.119, 
which you will find posted in its space in the lower right corner. 


Standard Labor Costs Under a Standard Time and Bonus System 


Our standard labor costs are built upon our standard time and 
bonus system. A standard time based on time study is allowed 
for each operation and bonuses on hourly base rates are paid at 
varying degrees of efficiency. In the foundry we expect that labor 
will be 100% efficient. In the factory we base our standards on 
an average efficiency of 95%. 

The standard times allowed for each operation are stated on 
what we call a bonus chart which is simply a contract between 
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the operator and the company stating the time allowed per unit of 
production and the bonuses which will be paid at the varying de- 
grees of efficiency. If you will refer to the Foundry Casting Cost 
for hand drive pulley number N-7551-X, you will observe that the 
bonus chart for molding allows 4.34 minutes. The bonus chart 
for shaking the casting from the mold allows .86 minutes and the 
sum of the charts for cleaning is 1.76 minutes. These minutes are 
converted to hours, the standard labor rate for each department is 
posted in the space provided, the standard times and standard rates 
multiplied and a standard labor cost of $.089 is arrived at. The 
standard burden cost is arrived at in the same manner. 

The sum of the material, the labor and the burden gives a total 
cost of $.377. For each casting, number N-7551-X produced in 
the foundry, process material accounts are credited $.119, direct 
labor accounts are credited $.089, burden accounts are credited 
$.169 and the storehouse account for gray iron castings is charged 
$.377. As these castings are drawn from the storehouse and 
moved to the machine shop, a requisition is written and the in- 
ventory account is credited $.377 and the process account charged 
$.377 for each casting moved. 


Setting Labor Rates 


A word about rates should be said at this point. Standard rates 
for labor and burden are arrived at, usually at the first of each 
year, in the conventional manner. 

In the case of labor, total direct pay rolls departmentalized, di- 
vided by total direct hours, gives the average actual labor rate for 
any given department. This actual rate for the previous year 
modified by a rate of reduction or increase contemplated in the 
following year becomes the standard labor rate per man-hour for 
the period and department under consideration. For example, 
let us assume in Department “A” that our pay roll records for 1934 
reveal the following information : 

Direct Man-Hours 122,000. 

Direct Labor Pay Roll $90,000. 

$90,000 -- 122,000 = $.738, average rate per man-hour; and 
that a general increase of 5% to compensate for higher living costs 
is contemplated. Then 105% of $.738 — $.775. We would make 
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our standard labor rate for Department “A” $.78 per hour for 
1935- 
Setting Burden Rates 

Before standard rates for burden are established a careful fore- 
cast of production is broken down into departmental man-hours. 
How this breakdown is made is illustrated near the end of this 
discussion. From the number of expected man-hours by depart- 
ments it is possible to budget the elements of variable expense and 
determine the expected unabsorbed burden. This might be illus- 
trated as follows: 


Total (irreducible) non-variable expense............0.00eeee0s a 
Total forecast of productive man hours..............0eeee0e0- c 
Total normal productive man hours.............eeeeeeeeecees d 
c 

- times a plus b, divided by c or 

+b 

d 


equals standard burden rate 
c 

We appreciate, for example, that an automatic screw machine 
operator has a higher earned rate than a drill press hand and that 
on theory alone, it is incorrect to group these men in the same de- 
partment as we do. We also appreciate that the equipment and 
power factor for a heavy punch press and for a hand-bending 
brake are quite different. If we were a jobbing shop and we were 
selling the product of an individual machine we would naturally 
hesitate to quote from costs computed with grouped departmental 
rates. However, our departments are separated both as to kind of 
product and equipment used and we have found from practice that 
when the final cost of the complete piece of apparatus is computed, 
we get little or no difference whether we break down our depart- 
ments any finer or not. 


Standard Operation Costs for a Unit Part 


Exhibit 3 (front and reverse) of the sample standard cost 
carries over the standard casting cost already computed and shows 
the cost of machining the pulley. As you will observe, on the re- 
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verse there are five different operations shown. The “D” group 
is considered as one department. 

In the case of machining or assembly operations, these are 
listed for each part or piece of finished apparatus on what we call 
an operation sheet. When this operation sheet is typed, a carbon 
copy is made on the back of our standard cost form. This saves 
writing by a cost man and also places the responsibility for the 
correct operations and standard times being used for standard 
costs in the engineering department where it properly belongs. I 
should say in passing, however, that a good cost man does not ac- 
cept an engineering routing or standard time as the final word. He 
is expected to use some judgment and to question any method or 
standard time which does not appear to be efficient or economical. 

This operation sheet states the work to be done, the standard 
time which will be allowed to do it, the machine on which it will 
be done and usually the set-up which will be allowed for each order. 
There are occasions when for one reason or another, no bonus 
chart has been established for an operation. In those cases, an esti- 
mate is made of the time and this becomes the basis of the standard 
cost. This estimating can be done to a remarkably high degree of 
accuracy because of elemental standards built up from the experi- 
ence of our time-study engineers and records of machine speeds 
and feeds. 

The man-minutes are added and summarized by departments, 
divided by .95 and the set-up is added to this total. In this case 
production is quite small, 100 per order. The total standard set-up 
in department “D” is 510 minutes, which divided by 100 gives a 
unit set-up time of 5.10 minutes. These man-minutes are con- 
verted into hours, multiplied by the standard rates and the labor 
and burden cost are found in the same manner as in the case of 
the casting. 

Exhibit 4 of your sample standard cost is for the hand drive 
support. The blueprint and the bill of material indicate that this 
part is made of seven gauge hot rolled steel 4” wide and 1834” long 
and that 84 can be made from a sheet 48” wide and 133” long. 


Accounting for Standard Material Costs 


As production material or parts are purchased, a block is 
stamped on a copy of the invoice and the following information 
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posted thereon: The standard cost per unit, the total standard cost 
which is the product of the unit standard cost and the quantity 
purchased, the actual cost which is the amount of the bill less cash 
discounts plus freight and the variance (debit or credit) which is 
the difference between the standard purchased cost and the actual 
cost. This variance is accumulated on a side record and accounted 
something as follows: 

Inventory accounts are charged at standard cost. As the inven- 
tory accounts, largely by accident and partly by design, are divided 
by the product into which the purchased part will be assembled 
eventually, the side record of variance by inventory accounts can 

be vouchered monthly to cost of sales accounts which in turn are 

divided by kinds of product. I imagine that there are tax-minded 

accountants or textbook theorists who might question this pro- 

cedure. I might add that we violate neither tax laws nor accepted 
| accounting practice. 


What we are interested in for the moment is how the standard 

cost is arrived at. We are, of course, a metal working shop and 

the sheets, bars and plates of steel that we use in our product have 

their base prices quoted weekly in either The Iron Age or other 

metal trade journals. The first of each year our entire storehouse 
inventory is reviewed and the standard costs per pound or per 
piece are established, based on public knowledge, contracts with our 
vendors and the ability of our management, including the pur- 
chasing and cost departments, to prognosticate. 


Illustrating the Calculation of Material Standards 


All purchased material variances as reflected on the face of in- 
voices are reviewed and approved in the cost department and wide 
differences are noted. If the conditions warrant, standards are 
changed and the storehouse accounts adjusted. Why this check 
is made in the cost department can be brought out by further 
considering the case of the sheet of steel from which N-7387-X 
is made. 

As hereinbefore stated, the bill of material specifies the use of 
a sheet 7 gauge, which converted to the U. S. Standard Weight 
Gauge thickness is .1838” thick, 48” wide and 133” long. The base 
price today of sheet steel is $1.85 per hundred weight. According 
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to the table of “extras” published by the American Iron and Steel 
Institute, 7 gauge is a base gauge, 48” is a base width and 133” is 
a base length. Therefore, if we were buying this sheet in Pitts- 
burgh the price would be $.0185 per pound. But as we are to use 
it in Springfield we must add $.0038 per pound for freight which 
gives a total of $.0223 per pound. But we use and cost this sheet 
by the piece, which is a very important point to bear in mind. 

Tables of weights for this class of sheet indicate that it will 
average to weigh 7.497 pounds per square foot. 48” by 133” equals 
44% square feet which when multiplied by 7.497 pounds gives a 
standard weight per sheet of 332.36 pounds. Multiplying this 
standard weight by the standard cost per pound of $.0223 arrived 
at above we get a standard cost per sheet of $7.41. This is the 
standard unit cost with which the invoices are priced. Inasmuch 
as we are billed by the pound, the variance reflected on the face of 
the invoice may consist of two factors: 1. a variation in price and 
2. a variation from standard weights. If there is no price variation, 
and the invoice still shows a variance, then the steel mill has rolled 
the sheets too heavy which is to their advantage, of course. As a 
matter of fact, we are able to control purchasing policy to a large 
extent by comparing the weight variances of various suppliers. We 
find that some mills are able to roll closer to our specifications than 
others. Those other mills, of course, are the ones we try to avoid 
as a source of supply. 


Some Advantages of this Method 


There are other incidental advantages to handling material pur- 
chases in this manner. We have an added check on vendor’s bill- 
ing and on purchasing department’s price checking. Let us sup- 
pose that we buy an electrical fitting for $1 list less 30 and 20%. 
If this is the first purchase and it is agreed by the purchasing de- 
partment that future purchases will be on the same basis, the 
standard unit cost becomes $.56. Let us suppose that the next 
billing is at $1 less 30 and 10%. Either the vendor has made a 
mistake, and billing clerks can make them, and our purchasing de- 
partment under pressure of routine has passed the invoice, or in- 
sufficient quantity was purchased to entitle us to the additional 
10% discount. The difference becomes very conspicuous because 
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it is computed on the face of the invoice. After all standard costs 
are justified by the law of exceptions. 

We have computed the standard cost of the sheet i in question at 
$7.41. As one sheet will make 84, the standard unit material cost 
of N-7387-X becomes $.088 and is so indicated. 

Exhibits 5, 6 and 7 which are standard costs for K-47399-X, 
K-47403-X and K-47402-X respectively, have been covered in 
principle by the discussion of the two previous standard costs. 


Making the Necessary Allowances 


I would like to pause for a moment, however, and discuss the 
method used and the basis for the standard unit material cost for 
K-47399-X covered by Exhibit 5. This is made from Riverside 
Bronze, 144” in diameter and 3” long, cut off included. This is a 
comparatively expensive material and the control of production 
costs becomes proportionately more important. 

Available to the members of the organization is a Book of 
Standards, one page of which is entitled “Cut Off and Bar End 
Allowance.” This page states that a bronze bar 144” in diameter 
cut off on a screw machine may require a cut off tool 3/16” wide. 
This 3/16” added to the finished length of the piece, 2 13/16”, 
gives 3”, which is indicated under “Material Specifications” on the 
standard cost. This same page also states that bars 14%” in 
diameter cut off on a hand screw machine will require a loss of 1” 
per bar for chucking and squaring the end which loss is called 
“Bar End Loss.” 

Ten feet or 120” minus 1” equals 119 inches, divided by 3” 
equals 39; $11.78, the cost of a 10’ bar, divided by 39 equals $.302, 
the unit standard material cost. 

If the operator is wasteful of this material, or if he uses a wider 
than standard cut-off tool to gain speed for his operation, the ex- 
cess material consumed will be reflected on the actual cost. How 
this is discovered will be discussed later. 

In order to facilitate the work of computing material costs, tables 
were prepared showing costs per bar or strip of various kinds of 
steel and brass and the face of the standard cost form was so 
prepared as to indicate the method of computing the unit ma- 
terial cost. As base prices are changed it is a relatively simple 
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matter to change these tables which are produced by the hecto- 
graph or mimeograph process. In other words, we have reduced 
the clerical work necessary to compute a unit material cost by 
standardization of methods within the cost department. 

The “cost per 10 feet” in the case of K-47403-X and K-47402-X 
is obtained from a set of these tables in the hands of each cost man, 

Exhibit 8 is the standard cost we have been approaching. You 
will observe at the bottom a heading “Standard Parts Summaries.” 
Here are posted the material, labor, and burden costs and the 
standard man-hours for its component parts plus the standard cost 
of the parts purchased. The sum of these component costs becomes 
the standard material cost of R-4093. In other words, for each 
R-4093 produced there is moved from stores to the assembly de- 
partment $3.694 worth of parts. 

When we add the labor and burden costs for assembly arrived 
at in the same manner as the previous standard costs, we get a total 
standard factory cost of $3,756. 


Standard and Lot-Order Systems Combined 


As these lot orders are closed, which means computed and re- 
tem in conjunction with our standard cost system. For the pur- 
poses of this discussion it suffices for me to state that as produc- 
tion orders are issued, a serially numbered lot-order folder is 
written in the planning department, which states the description 
and the quantity to be produced of the part, sub-assembly or com- 
plete apparatus. The folder provides space for pricing with the 
standard unit cost, a summary of the total “actual” cost, the total 
standard cost and the variance. 

The total “actual” material cost is the sum of the priced and 
extended requisitions for material and/or parts which have been 
charged to the lot order, the price on the requisitions being the 
standard unit cost of the material or parts. The actual labor cost 
is the product of the actual hours spent on the order and the 
standard labor rates. The actual burden cost is the same depart- 
mental hours multiplied by the respective standard burden rates. 

The total standard cost is the product of the number of units 
produced and the unit standard cost, split into material, labor and 
burden. 
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The variance is the difference between the total “actual” cost 
and the total standard cost, again split into material, labor and 
burden. 

We appreciate that this so-called actual cost is not an actual 
cost as commonly understood. It is in fact a hybrid, but we feel 
we should not sacrifice practicability for the sake of correct aca- 
demic terminology. 


Variances and Their Causes 


As these lot orders are closed, which means computed and re- 
capitulated, they are examined in the cost department. Any 
orders reflecting unusual variances are analyzed, and the causes 
for the variance reported to the proper division of the factory man- 
agement. The kinds and causes of variance, or in other words, the 
elements of excess cost, are the same in our company as in any 
other. A few of them are excess set-up, low labor efficiency, ma- 
chine substitution, defective material, defective workmanship, and 
poor supervision. Of course, these variances are the exception 
rather than the rule. The important point is that our combined 
standard cost and lot-order system makes it possible for these vari- 
ances to be discovered at all in the first place, and promptly 
enough to be of value to the shop management in the second place. 
After the orders showing unusual variances are analyzed in the 
cost department they are turned over to the proper foreman with 
written comments. 

What we have done is to build up a standard cost of a sub- 
assembly and to indicate as we went along some of the uses to 
which that standard was put. The principles involved in estab- 
lishing the standard cost of the gasoline dispensing, motor driven, 
computing meter pump are the same. There being many more 
parts, it is necessary to list them on a different form, which we 
call a blanket requisition. 


The Blanket Requisition 


It is interesting to trace the origin of the name of that form. 
When our standard cost system was first installed this blanket 
requisition was what its name actually implies. The parts were 
copied from the bill of material for each model number, costed and 
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summarized as to the inventory account from which they would 
be withdrawn (the credit side of a journal entry) and for process 
accounts to which they would be moved (the compensating debit 
side of the same entry). It was found after a short while, how- 
ever, that there were so many and frequent deviations from the 
bills of materials, because of changes in design, cost reductions, ma- 
terial or part substitutions, it was impossible to maintain the kind 
of inventory control the management in its wisdom considered 
necessary. The material movement and accounting feature of the 
blanket requisition was abandoned, therefore, but the form was 
retained and revised and now provides the following information : 

1. Name, symbol and quantity of parts required per unit. 

2. Unit and extended value of parts. 

3. Description and value of painting and crating material. 

4. A total and summary of these values indicating the amount 

each process account should be credited per unit produced. 
5. A distribution or breakdown of these values into material, 
labor and burden. 

6. The number of direct man-hours by departments required to 
7 


produce the parts. 
. The standard labor and burden cost to assemble, paint and 


crate the pump. 

8. The number of direct man-hours to perform the final assem- 
bly, paint and crate. 

9. The sum of 4 and 7, which is the standard cost of the pump. 

10. The sum of 6 and 8, which indicates the total direct man-hours 
by departments to produce one pump. 


Much of this information is statistical, but nonetheless valuable. 
When you observe the use to which we put items 5 and 10, I think 


you will agree. 
Let us assume that we have a sales forecast of 
Pump Model 200 
Pump Model 500 


and that our standard cost records reflect the following infor- 
mation : 
Direct Man-Hours 
Mat. Labor Bur. Total Dept.A Dept.B Dept.C Dept.D 


Model 100 $40 $20 $35 $95 10 5 5 10 
Model 200 50 25 40 115 15 5 5 15 
Model 500 10 5 10 25 2 1 2 3 
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We may then arrive at the following figures: 


Number Total Standard Cost Direct Man-Hours 

Forecast Material Labor Burden Total Dept. A Dept. B Dept. C Dept. D 
Model 100 5,000 $200,000 $100,000 $175,000 $475,000 50,000 25,000 25,000 50,000 
Model 200 4,000 200,000 100,000 160,000 460,000 60,000 20,000 20,000 60,000 
Model 500 6,000 60,000 30,000 60,000 150,000 12,000 6,000 12,000 18,000 


$460,000 $230,000 $395,000 $1085,000 122,000 51,000 57,000 128,000 


Budget Information Obtained 


If the entire sales forecast is broken down in the manner illus- 
trated there is available the following elements of a budget: 1. 
Cash required to finance purchases of production materials and 
direct labor pay rolls. 2. Expected burden absorption at present 
standard rates. 3. Expected direct man hours which, with item 2 
may indicate the amount of excess plant capacity or that standard 
burden rates should be revised. 

I could tie in this phase of our standard cost system with my 
previous brief description of how we arrived at standard labor and 
burden rates, add to the combination a lengthy study of burden 
distribution and application and finish up with a text book which 
would add little to current literature on accounting subjects. Our 
topic comprehends no such treatise, however. 

Before closing I should like to add a word about the blanket 
requisition form itself. The original purpose of this form, which 
was to control the moving and accounting for parts between stores 
and the manufacturing floor, I think was ideal. The writing of as 
many as 400 requisitions in some cases might be saved. We hope 
that some day our product will be standardized enough to return 
to that particular use of the form. 

We know that our system is not perfect, but we think we are 
aware of most of the defects. For example, we do not get the vari- 
ance reports in the hands of shop department managers soon 
enough after the performance of the work. We can curtail the 
process accounting paper work. We believe we can correct these 
defects and others; but, as is well known, major reforms cannot 
be accomplished overnight in a relatively large organization. 
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GILBERT + BARKER MFG CaO Sht-N%. of . ...Shts 
STANDARD COST RECORD-Parts SYMBOL _A7SS7X 
Name Or Pre Accel | 
Type PA inn 
Description : hot Order W* 
Quantily 
STANDARD COST SUMMARY para are 
t/2/, 
Stendard MATERIAL Cost 


Sfandard LABOR cost 
Standard BURDEN Cost 
Standard FACTORY Cost 


teak Cost | 

i Dron / na 77 
VA 


STANDARD LABOR ong BURDEN SUMMARIES 
0/0 | 
TOTALS 
STANDARD PARTS SUMMARIES 
| Dats Late 
4 
> 
TOTA 


Exuusit 3 


352 


| 
= 
| 


December 1, 1935 N. A. C. A. Bulletin 


OPERATION SHEET @ Co. 
RUN PA 1 
vest co 
| 
Turn 0.D., Face, Groove, Drill, Bore, Ream 
30,00} 
| 
| 15 | Finieh turn Bub to 
| 
25 | Prime 
2.00 2/2 La 27a 
| LUE. #7 L2 210 
4 
TOTALS 
GAUGES & or & INGPECTION 
Dare 
RourTeo of Revisen sy 
APPROVED BY 


Exuusir 3 (Reverse Sie) 
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GILBERT BARKER rife. Co Shi nt Shit. 
STANDARD COST RECORD Pants SymBo. _N7SP7X 
Name 
Type PA 
Description Onder WP 
Quantity 
STANDARD COST SUMMARY PATE | RATE 
STandasd Siatesial Cost 
aber Cost 
Standatd Burden Cost 
Standard Faclery Lost 72 
STANDARD LABOR and BURDEN SUMMARIES 
Yafas LIA 
Z 
Lag F 
Totals 
STANDARD PARTS SUMMARIES 
Original 
Slam Hours Date. — 
Reg. | Symbol! | || Burd.) Total || Tete/ 
TOTALS 
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GILBER T+ BARKER MFG. CO of... Shts. 
STADARD COST RECORD - Pasts a 
Type PA 35-) C4, Acct, 
Discriprion Lot 
Quantily 
STANDARD COST SUMMARY Wa/3s 
Stondara MATERIAL Cost a2 
Standard LABOR Cost 
Standard BURDEN Cost 9 
Standard FACTORY Cost 
Date Ptatersal. Specifications Sell 
STANDARD LABOR ona BURDEN SUMMARIES a 
TeTALs Ue 
STANDARD PARTS SUMMARIES 
Sian Howrs missed 
Symbol || P| || Burd] Total || || Dura. || Totes | 
t 
TOTALS 
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GILBERT + BARKER MFG Ca Sht. NE... of... Shts. 


STANDARD COST RECORD- Paits SYMBOL 


Name Dr Pre Acct. 
Type PA 35-/ Ce. Acct. 
Descriplion Lot Order 
Quantity 
ORG Revised REVISED | RELISED 
STANDARD COST SUMMARY Dare Dare Date DATE 
Standard MATERIAL Cost K fo] 
STandaid LABOR Cost L772. 
Sitandatad BURDEN Cost 3, 
Stan TO Cost 
ee, Veges Cost Stendarad 
Date Alaterial Specifications noe eat Cost 


STANDARD LABOR ana BURDEN SUMMARIES 


Pate eet. wouts | Gute | Soars || costs || [rete] ‘costs costs” 
291 a 

TOTALS 7 

STANDARD PARTS SUMMARIES 
Aan Heures Revised 

ae || Date Date 

Symbol Wrath [eater | Bure] [Lobes | | Fate 


TOTALS 
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Gilbeat Barher Mie. Co Sht.N2 of  Shts. 
STANDARD COST RECORD - Parts SYMBOL 
Name — Wu Dr. Pro. Acet 
Type PASE 
Description 
Quantity 
STANDARD COST SUMMARY BATE) pare 
Standard Material Cast 206 
fandatd Laber Cost 
Standard Busden Cost (A 
Standard Factery Cost 


Unik les Cost andatd 
Bote Li aterial Sicaté, Aath Cost 


STANDARD LABOR and BURDEN SUMMARIES 


Date | Dept Hours re Costs pore Costa mee 
75) 
‘4 
T°TALS 
STANDARD PARTS SUMMARIES 
Alan Hours Original Revised 
ne Dele Date 
Symbol wa Lobes Total || Laber|| Burd. || Total 
TOTALS 
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GILBERT +BARKER MFG CO. Shfs. 


STANDARD_ COST: RELORD- Pests SYMBOL 
Dr Pra Acct 
FA 35-1 Cr ime, 


Type 


Let Order 


Deseription 
Quantlily 
ORIGINAL PEvsSED || IED REVISED 
STANDARD COST SUMMARY PALE 
Standard MATERIAL cack 
Standard LABOR Cesk 
Standard BURDEN Cost 
Sfland ar ACTORY cost 7. 
7] Coit 
| 


STANDARD LABOR and BURDEN SUMMARIES 


TeTALS 
STANDARD PARTS SUMMARIES 
” Hour Orsi / Revised 
Reg va Leber | Burd) | Burd. || Total 
20/ fi 233 
AS) O50) | 
O12 7 270 
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STANDARD COSTS: CURRENT VS. BASIC 


By Francis I. Heinen, Auditor, 
Freeport Journal-Standard Publishing Co., Freeport, Ill. 


N EXAMINATION of the word “standard” reveals at once 
that it may, and commonly is, taken and used in three differ- 
ent senses in the course of a single discussion. For example, a 
standard system may be under review. Let us say that it has been 
set up by a trade association for the guidance of the members. In 
this connection, the term stands for a model or type. If standard 
costs are a part of the accounting scheme, two further consider- 
ations are apparent. The question has to do with the type of 
standard cost system. The first plan which one may consider may 
well be what is called the current or ideal standard system. In 
other words, the standards may be looked upon as being what the 
actual costs should be as worked out by engineers and accountants. 
On the other hand, the standard cost may not be a cost at all! It 
may be only an initial formula—basic, and used to measure trends, 
etc., though capable of being adjusted to current price levels by 
the application of correction factors, and of being used as a start- 
ing point in estimating, pricing, budgeting, etc. 

In this manner we have arrived at the point where we may con- 
sider the two great concepts, fundamental to the setting up of a 
standard cost plan for any business. The old job-order cost sys- 
tem, not without its value in calling the attention of the manage- 
ment to the cost factors involved in the manufacturing processes, 
was found to be too wasteful of human effort and to require too 
much analysis after the assembling of the final figures for a given 
period, while in the end, it furnished no more than a historical 
record, and has given way to a new and scientific procedure. The 
question is now, not whether a given industry can use standard 
costs, but whether it shall attempt to keep its standards in “ideal 
figures,” frequently revised, or on the basic plan without revision 
of the standards themselves except at such times as the manufac- 
turing processes are altered. 


The Current Standard Cost Plan Considered 
There seems to be little question as to which plan of standard 
costs finds most favor at first blush. There is an inescapable appeal 
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to a standard which represents a goal to be attained, or “some- 
thing to shoot at.” Such a standard is not the par of the golf 
course, however. It must be set so as to be attainable by the ex- 
ercise of ordinary skill. When standard costs are used to ex- 
press what products should cost, inventories of work in process 
and finished stock are carried on the books at standard cost, and 
differences between the actual costs and the current standards are 
diverted to variation accounts standing as a direct charge to profit 
and loss. If carried out to the fullest extent, the procedure under 
the plan may call for the setting aside at the time of purchase of 
raw material, any variation between the price paid and the ex- 
pected current price of the product. Since the theory is that the 
standard costs are the justifiable costs, and deviations are the re- 
sult of some form of inefficiency, it logically follows that no varia- 
tion should be set up as a current asset by being included in in- 
ventories. Ordinarily, however, profits are not anticipated, should 
the variations arise from bettering the standards and consequently 
prove profitable. In this connection, it is usual to treat individual 
gains as off-sets to individual losses. 

It is apparent at once, that under the above plan, continual re- 
vision of the standards in all phases of the work is a matter of 
prime importance, and one of the serious disadvantages of the plan. 
It not infrequently happens that the human appeal of the current 
standard plan results in the adoption of this system but the prac- 
tical difficulties in the way of keeping the standards abreast of the 
rapid changes in prices of materials and labor rates, soon result 
in a condition where the standards are not strictly current nor, 
having been occasionally revised, do they afford a fixed basis for 
calculating true standards. 


Also, the practice of disposing of all variations at the end of each 
month, through a charge to profit and loss, or as a deduction from 
“normal” gross profits, gives rise to another difficulty because of 
the lack of uniformity between production methods by which it is 
hoped to iron out much seasonal fluctuation. 

Thus the charge off of variations might be expected to be 
heaviest during the months when the profits were least. Further 
there is the question as to whether all the variations represent true 
inefficiencies. Are not some of the so-called inefficiencies merely 


360 


| 
} 


December 1, 1935 N. A. C. A. Bulletin 


losses which might be considered a normal and inseparable part 
of the manufacturing processes? The latter seems like a reasonable 
question and needs to be carefully considered. 

None of the disadvantages of ideal or current standards costs 
appears, however, to be insurmountable and need not deter their 
adoption whenever it is believed that the particular processes of a 
given industry permit the file of standards to be kept really current 
and usable under ordinary conditions. 

While the detailed accounting technique of the two plans cannot 
be gone into in this paper, it might be noted here that the current 
standard plan does not call for the introduction of parallel accounts 
or the carrying of “dual figures” as is customary under the basic 
cost plan. It will be contended of course, that the necessity for fre- 
quent revision of the curent standard costs entails a great amount 
of clerical labor which would easily off-set the above slight 
advantage. 


The Basic Standard Cost Plan Considered 


Under the basic cost plan, as we have said, the standard cost of 
an article is not a real “cost.” It is a formula which requires 
adjustment, the nature of which depends upon the purpose for 
which it is to be used. When costs are based upon a reasonable, 
normal average it is a comparatively easy matter to make com- 
parisons between actual cost of production and expected cost or to 
carry out a large number of other calculations regarding trends, 
etc., all without changing the standards which remain as a basis 
for the reckoning. ' 

The standards are used as a basis and not as a “real” cost, inven- 
tories of work in process and finished goods are carried at the ac- 
tual costs and the corresponding standards are carried beside them 
in parallel columns as previously stated. Whenever goods are sold, 
the accounts are then credited at actual costs and the correspond- 
ing standards, of course, are dropped. Under the basic plan only 
unabsorbed burden is carried apart as a variation. This has the 
effect of setting up the cost of production at actual instead of what 
it “should have been.” 

It will be apparent from the above that the disadvantages of 
the current or ideal plan can be obviated by the adoption of a sys- 
tem which operates on the metric or measurement principle as in- 
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dicated above. The latter method, while it does, as critics are wont 
to note, call for double computations in that the basic standard is 
first determined after which it is adjusted to current price level, or 
in whatever way may be desired, also, at the same time, makes it 
possible to handle such adjustments only in totals, so that the labor 
is actually less than where a large file of standards must, itself be 
changed. 


Burden Under the Two Plans 


While, under either plan, unabsorbed burden is carried as a 
variation so that when a plant is operating at less than a fair degree 
of capacity, the goods manufactured under such conditions do not 
appear to have been turned out at an excessive cost, an important 
difference in the two usual plans is to be noted. Under the current 
plan, the burden absorbed for a given production is the same re- 
gardless of operating effectiveness. Under the basic plan the 
amount absorbed is computed on the basis of the hours actually 
run so as to be influenced by the manufacturing efficiency. The 
first system simply sets down what the burden “should be”; the 
latter introduces another element which is designed to show “what 
the real cost was.” So many variations in cost accounting proced- 
ure are met in actual practice, however, that the above should not 
be taken as representative of what takes place in all plants, . 

It should be made clear here that under the basic plan, burden 
rates are kept at an unchanged standard, as are the material and 
labor rates and the rate which is to be used’ to determine the actual 
burden to be absorbed on the basis of the hours run, is obtained 
by adjusting the basic rate to current price levels. The calculation 
of absorbed burden is thus on the same basis as to price level under 
either plan, but with the difference in procedure noted in the pre- 
ceding paragraph. 


How Often Should Standards Be Changed? 


An important consideration is the question of how often stand- 
ards should be changed. This is of greatest significance, of course, 
in connection with the current or ideal standard cost plan. Gen- 
erally speaking, standards should be adhered to for the longest 
possible period. Executives and others whose duty it is to digest 
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the reports have a chance to become familiar with the cost data 
and the confusion attendant upon the rapid changing of the stand- 
ards is avoided. Minor fluctuations can usually be safely disre- 
garded, for it is the very purpose of the standard plan to call at- 
tention to such changes. In many cases, standards, even under 
the current plan, can remain unchanged for an entire year. Some 
firms go over their standards every three to six months. Each 
case must be decided on its merits. This is another way of saying 
that common sense must prevail in this matter as in all phases of 
costing procedure, for the latter is not an exact science. 


Choosing a Plan 


Here the writer is reminded of what a farmer said about 
choosing a breed of chickens. “Get something you like,” he ad- 
vised, “cause if you don’t, they ain’t goin’ to get the right amount 
of care.” While perhaps business is run on a different principle, 
it would not be surprising if that advice were found to have an 
element of truth applicable to this situation. 

Where the operations are simple, the two plans are found to 
have a smaller degree of divergence and the problem is simplified. 
In more complex situations, it is possible that purchase contracts 
and production schedules still make it possible to adopt either plan 
with small difference in actual operation. It may be that the basic 
plan wins on logical grounds. It can do all that the current plan 
can do, all the while possessing advantages of its own. But it is 
novel, comparatively, and it is new and it may be that even scien- 
tifically minded industrialists will long look askance at it. Further, 
since the beginnings of scientific management the word “standard,” 
as was indicated in the first part of this article, has stood for some- 
thing akin to par. Lastly, it may be that quibbling over method 
is academic. It is important that industrailists are thinking and 
that industrial policies are gradually being redeemed from guess 
work. To this work standard cost systems under either plan have 
contributed the psychological power of definite goals. As John 
Dewey said: “Men don’t shoot because targets exist, but they set 
up targets in order that shooting may be more effective.” 
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